. The Unit Root Test suggests that all the variables are integrated of order 1. The VAR (3) model were appropriately Identified using AIC information criteria and the VECM (2) model with cointegration relation of exactly one .The study further investigate the causal relationship using the Granger Causality analysis of VECM which indicates a uni directional causal relationship between GDP and FPI at 5% as in inline with other studies of Basu et al.(2003) . The results of Granger Causality Analysis also show that some of the variables are Granger Causal of one another, at 5% level of significance. Having established the fact that foreign direct investment has positive impact on growth domestic product, government should strategize policies that would enhance foreign direct investment in Nigeria.
INTRODUCTION
The introduction of co integration techniques in modeling and analyzing macro economics variables has tremendously changed the nature and direction of modeling of macro economics system (or sub systems). It provides an alternative means to assess the extent to which the variables under consideration are integrated. Specifically, if GDP, FDI and four other macro economic variables are integrated of order one, then, they will be cointegrated or have a long run equilibrium relationship.The co integration relations are used as a tool for discussing the existence of long-run economic relations and various hypotheses are then tested in view of the statistical variations of the data. The use of Vector Autoregressive Models (VAR) and Vector Error Correction Models (VECM) for analyzing dynamic relationships among financial variables has become common in the literature, (Granger 1981; Engle and Granger, 1987; MacDonald and Power, 1995; Barnhill, et al., 2000) .The popularity of these models has been associated with the realization that relationships among financial variables are so complex that traditional time-series models have failed to fully capture.
The manifestation of economic crises in most of developing countries including Nigeria in the late 1970s and early 1980s made the authorities of these countries to change their attention toward macro economic policy and its relation to economic growth by increasing effort toward attracting foreign direct investment (Adeolu, 2007) . Caves (1996) observes that the rationale for increased efforts to attract more FDI stems from the belief that FDI has several positive effects. Among these are productivity gains, technology transfers, and the introduction of new processes, managerial skills and know-how in the domestic market, employee training, international production networks, and access to markets. However, there have been some studies on investment and growth in Nigeria with varying results and submissions. Ariyo (1998) studied the investment trend and its impact on Nigeria s economic growth over the years. He found that only private domestic investment consistently contributed to raising GDP growth rates during the period considered (1970 1995) . Furthermore, there is no reliable evidence that all the investment variables included in his analysis have any perceptible influence on economic growth. He therefore suggests the need for an institutional rearrangement that recognizes and protects the interest of major partners in the development of the economy. Oyinlola (1995) conceptualized foreign capital to include foreign loans, direct foreign investments and export earnings. Adelegan (2000) explored the seemingly unrelated regression model to examine the impact of FDI on economic growth in Nigeria and found out that FDI is pro-consumption and pro-import and negatively related to gross domestic investment. Akinlo (2004) found that foreign capital has a small and not statistically significant effect on economic growth in Nigeria.
The objective of this study is, therefore to conduct Engle Granger Causality test to investigate the impact of foreign direct investments on gross domestic product in Nigeria, using Vector error correction Model (VECM) techniques.
Review of the causal Relationship between FDI and GDP:
One of the most important concepts of causality was introduced by Granger (1969) and has become quite popular in the economic literature. This study specifically is interested in the literature that focused more directly on the causal relationships between FDI and growth and, at least, six studies have tested for Granger causality between the two series using different samples and estimation techniques. Zhang (2001) looks at 11 countries on a country-by-country basis, dividing the countries according to the time series properties of the data. Tests for long run causality based on an error correction model, indicate a strong Granger-causal relationship between FDI and GDP-growth. For six counties where there is no cointegration relationship between the log of FDI and growth, only one country exhibited Granger causality from FDI to growth. Chowdhury and Mavrotas (2003) take a slightly different route by testing for Granger causality using the Toda and Yamamoto (1995) specification, thereby overcoming possible pretesting problems in relation to tests for cointegration between series. Using data from 1969 to 2000, they find that FDI does not Granger cause GDP in Chile, whereas there is a bi-directional causality between GDP and FDI in Malaysia and Thailand.
Finally the study by Basu et al. (2003) addresses the question of the two-way link between growth and FDI. Allowing for country specific cointegrating vectors as well as individual country and time fixed effects they find a cointegrated relationship between FDI and growth using a panel of 23 countries. Basu et al. emphasize trade openness as a crucial determinant for the impact of FDI on GDP; they find two-way causality between FDI and growth in open economies, both in the short and the long run, whereas the long run causality is unidirectional from GDP to FDI in relatively closed economies.
MATERIALS AND METHODS
The detailed overview of procedures and methodology to be implemented in this research work is hereby presented. The theoretical model, which also serves as a basic frame work of our statistical analysis, is the Vector Autoregressive model of order p, which is denoted by VAR (P) and is given by Stability Analysis: Parameters are constant through out the sample period, is a key assumption in econometric models. In this study the recursive residuals test that is CUSUM TEST are adopted to check the validity of this assumption.
The Cusum Test:
The Cusum test according to Brown et al. (1975) cited in Lutkepohl et al. (2005) is based on the cumulative sum of recursive residuals. The test plots the cumulative sum together with the 95% critical line.
The test finds parameter instability if the cumulative sum goes outside the area between the two critical lines, up to a particular period t.
Where W is the recursive model, s is the standard error of the regression fitted to all T sample point, k is the number of coefficient to be estimated.
The significance of any departure from the zero line is assessed by reference to a pair of 95% significance lines. The distance which increases with Movement r w outside the critical lines is suggesting coefficient instability.
On the other hand the CUSUM square test is based on the statistic 
The Granger Causality Analysis:
The causality concept introduce by Granger (1969) is perhaps the most widely discussed form of causality in the econometrics literatures, Granger defines a variable t y to be cause by another time series variables t x if the former variables can be predicted using past values of t x in addition to the all other relevant information needless to say, the correct estimation procedure would be to include all
independent variables indicated by the relevant economic theory.
Excluding appropriate variables may yields irrelevant and useless results. Granger considers a system of the general form. In this study the ADF test down procedure is applied to determine the lag order of each variable, the maximum lag of 10 to 1 is used in this study. The results are as in Table 1 .
Variable IFR has Lag order of 1 for it to be stationary in the unit root test. The variable logGDP has Lag order of 0 for it to be stationary in the unit root test. The variable log FPI has Lag order of 0 for it to be stationary in the unit root test. The variable INR has lag order of 1 for it to be stationary. Variable COP has lag order of 0 and 3 for it to be stationary in the unit root test. Variable ENC has lag order of 1 for it to be stationary in the unit root test. Tables 1 and 2 summarize the results of unit root test. From the results, all the variables are non stationary at levels but stationary in the first difference since critical values are less than test statistics at the levels but critical values are greater than test statistics in the first difference for both ADF and ADF -GLS test leading to non rejection of null hypothesis at these levels but null hypothesis is rejected at first difference. Hence the series are integrated of order one (1). Also KPSS test (Table 3 ) reject the null hypothesis at levels but null hypothesis is accepted at first difference 2  2  2  2  2  2  1  1 1  1 2  1 3  1 4  1 5  1 6  2  2  2  2  2  2  1  2 1  2 2  2 3  2 4  2 5  2 6  2  2  2  2  2  2  1  3 1  3 2  3 3  3 4  3 5  3 6  2  2  2  2  2  1  4 2   2   2  2  4 6  2  2  2  2  2  2  2  5 1  5 2  5 3  5 4  5 5  5 6  2  2  2  2  2  2  2  6 1  6 2  6 3  6 4  6 5  6 6  2   3  3  3  3  3  3  1 1  1 2  1 3  1 4  1 5  1 6  3  3  3  3  3  3  2 1  2 2  2 3  2 4  2 5  2 6  3  3  3  3  3  3 1 3 2 3 3 3 4 3 5 
Unit Root Test:
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From the model above, we note that in this model (i) there are no exogenous variables, (ii) there is a constant term but no trend or dummy variables for either seasonality or structural breaks and (iii) the number of endogenous lag is 3. The absence of dummy variables is easily explain; tests shows that (a) the periodicity of the macroeconomic variables is 1 and (b) there are no structural breaks in the data. Hence, structural breaks and seasonal dummies should not be included in the VAR model.
Johansen Test for Cointegration Rank:
We have applied Johansen trace test and maximum likelihood max test in order to determine the Cointegration rank of our variables since it is one of the conditions to model with VECM that there must be Cointegration relationship. The results for the test are presented in the Table 5 . 
The above results show that the cointegration relation with restricted constant is 
The equation above can be interpreted as follows: the coefficient 0.873 of the value of Foreign Direct Investment in Nigeria (FPI) is the estimated out put elasticity because Gross Domestic Product (GDP) and Foreign Direct Investment (FPI) both appear in logarithms (Lutkepohl, 2005) . For a 1% GDP increase obtained in Nigeria will induce a similar 0.115% increase in interest rate(INR) , 0.003% inflation rate(IFR), 0.006% energy consumption (ENC) and 0.000% of crude oil production(COP). .4 1 7 4 1 5 2 .8 3 9 7 1 .6 7 8 0 .6 2 2 7 6 .6 0 .7 0 8 Tables 6 and 7. The results of Table 6 show that the null hypothesis of no serial autocorrelation and conditional Heteroskedasticity will be accepted for portmanteau LB test and ARCH LM test since there p-values are greater tahn the significance values of 0.05 and 0.01 for the 5% and 1% significant levels. However, null hypothesis is rejected for Godfrey LM Test.
VECM (2) Representation

t t t t t t t t t t t G D P
The Table 7 above test also shows that the three of the residuals are normal while the rest are not too far from normality, hence they can be regarded as adequate.
Cusum and Cusum Sq Test for Stability:
These two tests are applied to examine the stability of the long run coefficient together with short run dynamic (Pearson and Pearson, 1997) .CUSUM and CUSUM SQ test is propose by Brown, Durbin and Evans (1975) . The test is applied to the residuals of all variables in the VECM model. If the plot of the CUSUM statistics stays within the critical bound of 95% level of significance represented by a pair of straight lines drawn at 95% level of significance the null hypothesis concerning all coefficients in the error correction model cannot be rejected. If any of the lines is crossed. The null hypothesis of coefficient constancy at 95% level of significance will be rejected. A CUSUM-SQ test is based on the square recursive residuals; a similar procedure is used to carryout the test Figures 3-4 are a graphical representation of CUSUM and CUSUMSQ plots respectively which are applied to the error correction model selected by the adjusted R 2 criterion. CUSUM plots of the variables do not cross critical bounds which indicate that no evidence of any significant instability. However, in CUSUMSQ plot of Fig. 4 three plots slightly cross the critical bound indicating slight instability of these variables. Further the Granger Causality Analysis shows a unidirectional causal relationship between GDP and FDI this is inline with other studies of Basu et al.(2003) and with four other macro economic variables. The results support the theoretical contention and give strong support to the hypothesis that FDI inflows have impact on GDP.
In conclusion, our econometric estimates of the impact of FDI on GDP model for Nigeria suggest that there exists a long run relationship between FDI, and GDP. Precisely, these findings suggest that the contribution of FDI to Nigerian s economic growth is about 0.873 and all other variables have long run relationship with positive contribution in the growth model except IFR which has negative impact as expected Uremadu (2008).
RECOMMENDATIONS
The following recommendations were made a) Having established the fact that foreign direct investment has positive impact on growth domestic product, government should strategize policies that would enhance foreign direct investment in Nigeria. b)
Foreign Direct investment should be seen, not as an end in itself, but as a means of supporting other development initiatives such as poverty reduction or the Millennium Development Goals. c) Government should target the foreign investors which are most likely to respond, such as the national Diasporas.
